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An AICPA publication for the local firm

GROWTH PAINS AND MANAGEMENT ACTION
Founded in 1983 with a total complement of seven,
Wade and Santora had become a forty-two person
CPA firm by mid-1987. We successfully completed
our first peer review in 1984, but although we main
tained our external commitment to our client ser
vice philosophy, we simply outgrew our manage
ment and quality control systems during the next
three years of accelerated growth.
This growth was based primarily on the firm’s
reputation for creativity and innovation. An unfor
tunate result of this, however, was that staff received
an incorrect signal that the basic accounting and
auditing work was not as important or as glamorous
as some of the other services we were providing.
Thus, when it came time for our next review, in 1987,
we were unprepared and received a modified opin
ion. We realized, then, that it was time to examine
our management and quality control systems.
Wade and Santora is a multidimensional regional
firm with clients throughout Newcastle County,
Delaware and Chester County, Pennsylvania. The
firm has offices in Wilmington and Newark, Dela
ware and Kennett Square, Pennsylvania, and a cur
rent staff of fifty, including four directors. Each
office is equipped to handle a variety of client
engagements.
New employees begin their careers in our
accounting and auditing (A&A) department where,
we believe, they acquire valuable business and
accounting experience. With twenty-two people,
this department accounts for approximately fiftyfive percent of the firms annual revenues. Because
A&A is such a major factor in our revenue base and
because competition will stiffen in the 1990s, we are
positioning ourselves to offer a broad range of ser
vice both in this area and throughout the firm.
Our client service philosophy stresses communi
cation, attentiveness, and responsiveness. A key con
cern in setting the direction of the firm was to
continue to provide this level of service to clients
while working to eliminate the qualification, and to
implement a new management and quality control

system. In this respect, the firm made numerous
changes.
First, William Santora, a senior partner, assumed
the role of A&A director as a means of providing
leadership in this department. Then, the manage
ment team, with Rob Sanderson and Bob Williams
playing key roles, made a number of decisions
aimed at improving our quality control system.
These included acquiring and adapting the A&A
policy and procedures manual of a national firm,
modifying our quality control document, and hold
ing seminars to explain the implementation of the
new manual and apprise staff of accounting and
auditing updates.
To complement managers reviews of workpapers
and financial statements, the firm hired a technical
reviewer. We then established a procedure requiring
that, prior to their release, all financial statements
must have a technical review to ensure their com
pliance with firm and professional standards.
Simultaneously, we designed and implemented a
new-project monitoring system. Using our main
frame, the system, which includes a computerized
“scheduler” and incorporates all of the key ele
ments of quality control, enables us to continually
monitor the progress of each engagement through
to completion.
The need for someone with proven managerial
communication and interpersonal skills to head our
administrative department was readily apparent.
We hired Linda Pappajohn to be firm administrator
and provide assistance to Dick Wade, the managing
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director, in leading the firm through its reorgan
ization. Ms. Pappajohn, in fact, played a vital role in
several important programs. She designed a system
to monitor independence on a regular basis,
developed a continuing education program which
includes a computerized reporting mechanism,
upgraded our performance evaluation process, and
streamlined our administrative techniques.
One of the key elements to the success of a major
overhaul, such as we undertook, was to maintain
employee morale at a high level. We therefore con
stantly communicated our plans and progress to
staff. Throughout the entire process, everyone was
supportive and enthusiastic about the efforts to
improve the quality of our practice.
As part of these efforts, we engaged our peer
reviewer to serve as a consultant and offer sugges
tions for improving our quality control system, and

Program Set for PCPS Conference
The private companies practice section of the
Institutes division for CPA firms will hold its
eleventh annual conference on April 30-May 3
at the Scottsdale Princess in Scottsdale, Ari
zona.
Featured topics will include designing a
partner compensation package, CPA
entrepreneurial workshops, implementing
SAS no. 55, what’s ahead for the CPA profes
sion, doing on-line tax research, automating
audit management, managing staff, personal
growth, critical factors in marketing, alter
natives to audit sampling, building a suc
cessful tax practice, mergers and acquisitions,
reducing liability risks, and money-making
strategies.
The conference registration fee is $410.
Immediately following the conference, there
will be an optional program (May 3-4)—"A
Guide for Conducting Peer Reviews"—at a fee
of $175. For further information, contact the
AICPA meetings department: (212) 575-6451.

to monitor our progress. In the spring of 1988, we
began considering having another peer review and,
in discussions with the consultant, decided to
schedule this for October, the same year.
The 1988 peer review
Our preparation included planning and completing
an annual inspection using the approach and meth
odology of an actual peer review. The results of this
inspection, together with the planned corrective
action were then presented to the firms directors at
their annual meeting, and subsequently communi
cated to the entire firm. Our consultant then
reviewed these efforts, and, based on evidence of our
progress to date, a peer review was planned and
scheduled.
As a final step, we gathered all of the workpapers,
reports and financial statements of the initial
engagements selected for review, and assembled our
independence and personnel records, and our
annual inspection papers. All necessary documenta
tion was readily available to the reviewers.
Our 1988 peer review was an overwhelming suc
cess. Not only did we receive an unqualified opin
ion, but no letter of comments was issued. More
than this, though, because our efforts were concen
trated in reorganizing the firm and modifying our
quality control system, we believe the benefits are
substantial.
First, the directors, as partners, formed a cohesive
team to lead the firm through reorganization. Sec
ond, the quality control program and management
structure we designed will enable the firm to grow
to one hundred staff without the need for a major
overhaul. Third, through the process of evaluating
our firm and dedicating our efforts to improving the
quality of our practice, we have enabled our staff to
grow both personally and professionally. Finally, we
believe that the intangible benefits, such as the
pride and enthusiasm of everyone in the firm, are
the best results of all. □
—by Joseph A. Giordano, CPA, Wade and Santora,
1 Commerce Center, Suite 300, P.O. Box 250,
Wilmington, Delaware 19899

The Practicing CPA (ISSN 0885-6931), February 1989, Volume 13, Number 2. Publication and editorial office: 1211 Avenue of the
Americas, New York, NY 10036-8775. Copyright © 1989 American Institute of Certified Public Accountants, Inc. Opinions of the
authors are their own and do not necessarily reflect policies of the Institute.
Editor: Graham G. Goddard
Editorial Advisors: Jerrell A. Atkinson, Albuquerque, NM; Richard A. Berenson, New York, NY; Robert L. Carr, Canton, OH;
Jeffrey S. Gold, Washington, DC; Daniel S. Goldberg, Livingston, NJ; Robert L. Israeloff, Valley Stream, NY; Jerry W. Jackson,
Bluefield, WV; Sidney F Jarrow, Chicago, IL; Joe D. Jones, Jackson, MS; Charles B. Larson, St. Joseph, MO; H. W. Martin, Rome,
GA; Walter F Reardon, Upland, CA; Ronald C. Russell, Springfield, OH; Abram J. Serotta, Augusta, GA; John B. Sperry, Richmond,
VA; Davis A. Werbelow, Pasadena, CA; Donald P.Zima, Atlanta, GA.

Practicing CPA, February 1989

3

Highlights of Recent Pronouncements
FASB Statement of Financial
Accounting Standards

No. 101 (December 1988), Regulated Enterprises—
Accounting for the Discontinuation of Application of
FASB Statement no. 71
□ Specifies reporting in the general-purpose
financial statements for an enterprise that
ceases to meet the criteria for application of
FASB Statement no. 71, Accounting for the
Effects of Certain Types of Regulation, to all or
part of its operations.
□ Effective for discontinuations of application of
FASB Statement no. 71 occurring in fiscal years
ending after December 15, 1988, but adoption
may be delayed until the issuance of annual
financial statements for the fiscal year that
includes December 15, 1989. Retroactive
application is permitted.
No. 100 (December 1988), Accounting for Income
Taxes—Deferral of the Effective Date of FASB State
ment no. 96
□ Amends FASB Statement no. 96, Accounting for
Income Taxes, to defer the effective date of
Statement no. 96 to fiscal years beginning after
December 15, 1989.
□ Effective upon issuance, retroactive to Decem
ber 15, 1988.

Statements on Auditing Standards

No. 61 (April 1988), Communication with Audit Com
mittees
□ Requires the auditor to determine that certain
matters related to the conduct of an audit are
communicated, either in writing or orally, to
those having responsibility for oversight of the
financial reporting process.
□ Applicable to entities that have either an audit
committee or other formally designated group
equivalent to an audit committee, and to all
Securities and Exchange Commission
engagements.
□ Requires the auditor to ensure that the audit
committee receives additional information
regarding the scope and results of the audit
that may assist them in overseeing the financial
reporting and disclosure process.
□ Effective for audits of financial statements for
periods beginning on or after January 1, 1989.
Earlier application is permissible.

No. 60 (April 1988), Communication of Internal Con
trol Structure Related Matters Noted in an Audit
□ Supersedes SAS no. 20, Required Communica
tion of Material Weaknesses in Internal Control.
□ Supersedes SAS no. 30, Reporting on Internal
Accounting Control, paragraphs 47-53.
□ Provides guidance in identifying and commu
nicating conditions that relate to an entity's
internal control structure observed during an
audit of financial statements.
□ Defines items to be communicated as "report
able conditions" which are significant deficien
cies in the internal control structure.
□ Provides guidance on establishing, between
auditor and client, agreed-upon criteria for
identifying and reporting additional matters.
□ Effective for audits of financial statements for
periods beginning on or after January 1, 1989.
Earlier application is permissible.
No. 59 (April 1988), The Auditor's Consideration of an
Entity’s Ability to Continue as a Going Concern
□ Supersedes SAS no. 34, The Auditors Considera
tions When a Question Arises About an Entity’s
Continued Existence.
□ Provides guidance in conducting an audit of
financial statements in accordance with GAAS
with respect to evaluating whether there is sub
stantial doubt about the entity’s ability to con
tinue as a going concern.
□ Effective for audits of financial statements for
periods beginning on or after January 1, 1989.
Earlier application is permissible.

No. 58 (April 1988), Reports on Audited Financial
Statements
□ Supersedes:
1) SAS no. 1, section 546, Reporting on Incon
sistency, section 545, Inadequate Disclosure,
and section 542, Other Conditions Which Pre
clude the Application of Necessary Auditing
Procedures.
2) SAS no. 2, Reports on Audited Financial
Statements.
3) SAS no. 15, Reports on Comparative Finan
cial Statements.
□ Prescribes a new form for the auditors stan
dard report, including:
1) The addition of an introductory paragraph
that differentiates managements respon
sibilities for the financial statements from
the auditor's role in expressing an opinion on
them.
2) An explicit acknowledgment that an audit
provides reasonable assurance within the
context of materiality.
Practicing CPA, February 1989
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3) The addition of a brief explanation of what
an audit entails.
Revises the second standard of reporting to
require a reference to consistency in the
auditors report only when accounting princi
ples have not been consistently applied.
Changes the manner of reporting on material
uncertainty to eliminate the "subject to” opin
ion qualification while retaining the require
ment to discuss the matter.
Expands the guidance for addressing and eval
uating uncertainties.
Effective for reports issued or reissued on or
after January 1,1989. Earlier application is per
missible.

No. 57 (April 1988), Auditing Accounting Estimates
□ Provides guidance to auditors on obtaining and
evaluating sufficient competent evidence to
support significant accounting estimates in an
audit.
□ Defines an accounting estimate as an approx
imation of financial statement element, item,
or account.
□ Effective for audits of financial statements for
periods beginning on or after January 1, 1989.
Earlier application is permissible.

No. 56 (April 1988), Analytical Procedures
□ Supersedes SAS no. 23, Analytical Review
Procedures.
□ Provides guidance on and requires the use of
analytical procedures in the planning and over
all review stages of all audits.
□ Provides guidance on the use of analytical pro
cedures as substantive tests.
□ Effective for audits of financial statements for
periods beginning on or after January 1, 1989.
Earlier application is permissible.
No. 55 (April 1988), Consideration of the Internal
Control Structure in a Financial Statement Audit
□ Supersedes SAS no. 1, section 320, The Auditor’s
Study and Evaluation of Internal Control.
□ Requires the auditor to obtain an understand
ing about the entity’s internal control structure
sufficient to plan the audit for all audit engage
ments.
□ Provides guidance on the auditors considera
tion of an entity’s internal control structure in
planning and performing an audit and
describes the elements of internal control
structure.
□
Revises the second standard of fieldwork.
Practicing CPA, February 1989

□ Effective for audits of financial statements for
periods beginning on or after January 1, 1990.
Earlier application is permissible.

Information for Members
Technical information
The primary responsibility of the twelve peo
ple who staff the Institute’s technical informa
tion service is to answer members’ questions
on technical matters. They receive some 48,000
inquiries per year on accounting principles,
financial statement presentation, auditing and
reporting standards, and certain aspects of
professional practice, excluding tax and legal
matters. If you would like some assistance, we
encourage you to call toll-free: United States,
(800) 223-4158; New York State, (800)
522-5430.
Library services

The AICPA library's staff can offer assistance
on a broad range of business topics. AICPA
members anywhere in the U.S. may borrow
from the library's extensive collection. For
assistance, just call these toll-free numbers:
United States, (800) 223-4155; New York State,
(800) 522-5434.

Please note that toll-free calls cannot be
transferred to other Institute departments.

Total On-Line Tax and Accounting Library
(TOTAL)
NAARS accounting and financial data library
Subscribers have access to different types of
files in the Institute’s NAARS library. These are
corporate and local governmental annual
reports, including financial statements, foot
notes, auditors’ opinions, and all current and
superseded authoritative and semiauthoritative literature from the AICPA, FASB,
GASB, and SEC. TOTAL subscribers can also
access tax and other information. For further
information, just call Hal Clark: (212)
575-6393.

The Virus Epidemic
On November 3,1988, a large number of computers
at U.S. universities and defense research centers
were disabled by a computer "virus” planted by a
computer science graduate student. Viruses are self
reproducing computer programs that can rapidly
spread through computer networks. Generally, they
are directed toward a computers operating system,
which contains instructions on storing and retriev
ing information.
Once a virus is launched, it can reproduce itself
and infect "clean” machines without any outside
help. At a predetermined time, or perhaps after a
program has been loaded a specific number of
times, the virus strikes. Its action can be anything
from a simple message on the computer monitor to
emptying the machine of programs and data. The
virus mentioned above clogged its computer hosts
so badly that the cost to clear it, according to com
puter security experts, was staggering.
Anyone who moves data from one computer to
another, whether by diskette or through a telephone
modem, may help a virus spread. There have been
viruses on stand-alone microcomputers as well as
on networked government mainframes. Once a
machine is infected, each time a user copies data to a
blank diskette or sends data through a modem, the
virus can be transmitted as well. Every machine
that uses the data is infected in turn.
Protecting against viruses is difficult. There are
some software vaccines that try to stop viruses from
entering equipment. One vaccine characteristic is
text search (for batch files containing key words
such as FORMAT, for example). Others scan execut
able files for virus commands, but are only suc
cessful with simple or known viruses.
Future remedies might include hardware protec
tion combined with software security. If the soft
ware publisher and hardware manufacturer worked
together, for example, programs might be run only
from silicon chips, such as an EPROM (elec
tronically programmable read-only memory). Or
perhaps an unchangeable operating system and
optical disks that are WORM (write once, read many
times) will be the answer. Of more immediate inter
est, however, are the following steps that can be
taken now to protect against computer viruses.

Preventive medicine
□ Purchase software from known and trusted
sources.
□ Make sure software is in its original plastic
wrapper or sealed diskette package.
□ Make backups on preformatted diskettes of all
original software as soon as the package is

□

□

□

□

□

□
□

□
□

□

opened, and store them away from the com
puter. The use of preformatted disks removes a
major opportunity for contamination.
Do not allow shareware or public-domain soft
ware to be used on business equipment without
prior testing.
If possible, quarantine software to a particular
computer, and don't run it on any other com
puter until it has been tested.
Restrict access to the equipment to a need-touse basis.
When you first install an application, note the
size of the file and the date. Check regularly for
undocumented changes.
Establish a procedure in case software exhibits
symptoms of contamination. This should
include immediately removing the software
from use and making a backup of all data.
Make sure program and backup diskettes have
write-protect tabs.
Do not allow operators of equipment, such as
terminals, to affect changes on the host com
puter’s operating system.
Do not allow users to update mainframe equip
ment from a microcomputer.
Maintain a list of the telephone numbers of all
people whose machines connect to your equip
ment, in case of problems.
Make frequent backups of system software and
data, and store backup copies for at least a year.
This should allow restoration of a system con
taminated by a "time-release” virus.

Lets back up a minute
Even if one of the worst types of viruses invades your
equipment, you can minimize the damage with
strict backup policies using a data cartridge system.
(See "Protecting Your Data” on page 5 of the Sep
tember 1988 issue.) According to Harold Wiens, a
manager for the Data Storage Products Division of
3M Company in St. Paul, Minnesota, the most com
mon causes of data loss from a hard disk are oper
ator error, electrical disruptions or a head crash. He
says that if computer users still need to be convinced
to add a data cartridge tape drive to their equip
ment, the virus epidemic should be reason
enough. [7]
—by Dale Archibald, P.O. Box 6573, Minneapolis,
Minnesota 55406, tel. (612) 724-8917
Accounting and Auditing Update Handbook Available
The Handbook, which clarifies and shows how to
apply the past year's pronouncements, is available
from the AICPA order department (product no.
029600) for $40 to members; $50, nonmembers.

Practicing CPA, February 1989
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Pushing Down Work
Our firm’s concept ofpushing down work to the optimum level—that is, the lowest staff level qualified to perform
the task—is based on presentations we heard at last year’s PCPS conference in Miami. We experimented with the
idea among the partners and managers while further refining it. In July, we began pushing down work to the staff,
and in November, we presented the concept at a staff training session. This was followed by an explanatory
memorandum (see a condensed version below). To date, the results of this concept have been most gratifying, both
from a financial and a professional standpoint—Kenneth C. McCrory, CPA □
McCRORY & McDOWELL

Why push down work?
The fees we charge our clients are primarily determined by hourly rates,
which are determined mostly by salaries. The only way to maintain our
present salary structure and keep the firm profitable without charging
excessive fees, is to achieve work efficiency.

The principal ways we can achieve efficiency are:
□ Through the use of the latest technology. The use of field and office
microcomputers, word processors, high-speed copiers, standardized
electronic calculators, and computerized tax processing are all tools
for increased efficiency.
□ Through knowledge . The more knowledge we have, the less need there is
for time-consuming research. Time saved can be reflected in lower
overall charges to our clients.

□ By proper matching of task and personnel. Pushing down work gives
clients the best combination of knowledge at the lowest possible rate
per hour.

How to achieve efficiency
Getting work done at the proper, most efficient level is a twofold process.
It involves higher-level personnel giving up work and those of lower rank
actively taking the work away.

People tend to become comfortable doing familiar work and use excuses to
justify not delegating work, such as believing it quicker to do a job
themselves than to explain it to someone else. This is shortsighted and
misses the point of what our firm wishes to accomplish. Our purpose is not
to complete some specific task, but to grow professionally and
financially—to earn good salaries and expand our professional knowledge .
This can only be accomplished by constant exposure to new tasks.
If delegation and pursuit of work does not take place, we will cease to
learn, the firm's growth will stagnate, and we will eventually price
ourselves out of the market. The time spent showing someone how to perform
a task is an investment—one we must make.
322 Blvd. of the Allies

Practicing CPA, February 1989
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The elements needed
In order to push down work to the lowest possible level, the following
conditions are necessary:
□
□
□

Training.
Education.
Setting and achieving goals.

Training others is most important. Almost everyone on the staff is
evaluated on his or her ability to teach. You must be able to give positive
feedback to people reporting to you. Even constructive criticism has no
place in our system. Our objective is to teach and train—not criticize.

Education occurs on-the-job, through attendance at in-house and AICPA CPE
courses, and by reading. For example, when on engagements, it is your
responsibility to study the work programs and prior years' workpapers, and
to ask questions. You should also pay particular attention at in-house CPE
courses because these include demonstrations of the firm's methods and
presentations of actual client examples. Further, participate and ask
questions of others at Institute CPE courses. We can always improve our
firm and learn, not only from the instructor, but from others in the class.
Reading and self-study are some of the important factors that distinguish
professions from other lines of work. Your reading should encompass broad
sources of information, not just professional and business publications .

The third condition that will allow us to push down work is for each person
to have goals to accomplish. Let other people know what your goals are and
ask for help in achieving them.
It should be everyone's goal to be creative within the parameters of our
system. Propose new techniques and explore new ideas. Be open to new
techniques and ideas, and new twists on old ideas proposed by others.

Don't be afraid to take risks with your goals, or to be wrong or to make
mistakes. If there are to be errors, we would rather they be errors of
commission than errors of omission.

Summary
It is your responsibility to be better than you are, and, thereby, make the
firm better than it is . If you can do that, we can push work to you . This
will make your job more interesting, and allows you to progress more
quickly. In addition, we will have satisfied clients because our firm is
efficient, and the fees we charge are fair.
Remember, you should strive to give work away and to take it from others.
The only way to accomplish this, however, is for everyone in the firm to
read, study, learn, and, most important, think.

Practicing CPA, February 1989
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AICPA Fourth Annual
National Marketing Conference Set

AICPA National Practice
Management Conferences Announced

The fourth annual AICPA National Marketing Con
ference will be held June 14-16 at the Hilton at Walt
Disney World Village, Lake Buena Vista, Florida. To
accommodate the needs of both firm marketing
directors and partners in charge of practice
development, the conference will offer separate ses
sions designed specifically for each group.
Topics for the general sessions will include mak
ing marketing the focal point of your practice, com
mon problems in CPA firm marketing and how to
avoid them, and how to get more business with less
effort. Concurrent sessions will explore direct mail
marketing, negotiating, networking, and motivat
ing professionals to participate in marketing.
The conference will also feature a special panel
discussion for marketing directors on understand
ing the practice environment, working with profes
sionals, and marketing from the managing partner's
perspective.
For further information, contact the AICPA indus
try and practice management division:
(212) 575-3814. □

The AICPA management of an accounting practice
committee establishes its sixteenth year of provid
ing local practitioners with timely practice man
agement advice with the announcement of this
years conferences. Both two-and-a-half-day con
ferences offer a choice of subjects that are of special
interest to the managing partners of local firms. A
total of eleven topics will be addressed at each.
□ Practice Management—West, on July 24-26 at
the Sheraton Hotel and Towers, Seattle, Wash
ington. Topics include leadership for the 1990s,
partner separation, high performance manage
ment, effective time management, and organiz
ing your firm for marketing.
□ Practice Management—East, on October 23-25
at the Waverly Hotel, Atlanta, Georgia. Topics
include legal issues in managing firm employ
ees, partner compensation, economics of prac
tice, quality of work life, and the changing
structure of firm management.
For further information, contact the AICPA industry
and practice management division: (212) 575-3814. □

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036

Non-Profit Organization
U.S. POSTAGE
PAID
American Institute of
Certified Public Accountants

